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CALIFORNIA DEPARTMENT OF TRANSPORTATION
Consultant  _________________________
CALIFORNIA DEPARTMENT OF TRANSPORTATION
Consultant  _________________________

	RECOMMENDED

DISCLOSURES and INFORMATION 


NOTE:  TO BE COMPLETED IN CONJUNCTION WITH THE “CONSULTANT QUESTIONNAIR” AND THE “FINANCIAL SCHEDULES” DOCUMENTS.  FOR QUESTIONS REGARDING THE “RECOMMENDED DISCLOSURES AND INFORMATION,” YOU MAY CONTACT CALTRANS AUDITS & INVESTIGATIONS VIA E-MAIL AT:

audits_and_investigations_questions@dot.ca.gov
	GUIDELINES FOR THE USE OF THIS PUBLICATION:

	

	A. THE EXAMPLES INCLUDED IN THIS PUBLICATION ARE FOR ILLUSTRATIVE AND EXPLANATORY PURPOSES ONLY. THEY ARE NOT INTENDED TO BE ALL-INCLUSIVE REGARDING EVERY RULE AND REGULATION NOR APPROPRIATE TO EVERY SITUATION FOR EVERY CONSULTANT.

	

	B. THE OFFICE OF AUDITS & INVESTIGATIONS OF THE CALIFORNIA DEPARTMENT OF TRANSPORTATION HAS (CALTRANS) ADOPTED THE USE OF THESE DISCLOSURES.  PERTINENT DISCLOSURES SHOULD BE USED IN COMPLETING THE FINANCIAL SCHEDULES FOR THE INDIRECT COST RATE (ICR) PACKAGE FOR THE FISCAL YEAR(S) BEING REPORTED.


	INFORMATION FOR CONSULTANTS OPERATING IN MULTIPLE STATES


State Transportation Agencies (States) contract for professional services to assist in building transportation systems.  Federal and State laws prohibit competitive bidding of professional design contracts and require price negotiation with the best-qualified consultants.  The Federal Acquisition Regulation (FAR) prohibits the payment of certain costs and, in addition, States may place further restrictions on the allowability of costs.

Section 307 (23 United States Code 112) requires that States accept certain undisputed audits of consultants’ indirect cost rates by a cognizant Federal or State governmental agency.  Title 23, Code of Federal Regulations (CFR), Part 172, requires cognizant agencies to ensure the audits are conducted to test compliance with the requirements of the cost principles contained in 48 CFR, Chapter 1, Part 31 (FAR).

States have tried to coordinate audits so that a consultant is not audited by multiple States.  By ensuring that the disclosure requirements package contains certain basic information, States will be able to make use of audits/reviews of indirect costs performed by CPA firms and others.

	DISCLOSURE NOTES and EXAMPLES


1. DESCRIPTION OF THE COMPANY AND ITS ACCOUNTING POLICIES
Describe, in detail, the consultant’s financial accounting system (cash, accrual, hybrid, etc.) and job cost accounting system (job order, modified job order, standard, or hybrid).  Include a description of accounting policies and procedures governing the classification of costs as direct or indirect.

A detailed indirect cost schedule and overhead rate(s) computation should be included in the disclosure requirements package.  A schedule should identify all indirect cost pools as well as allocation bases for the overhead rate(s) (See Exhibits A - C).

The disclosure package should:

· Identify the Reporting Unit: company wide, business segment, technical specialty (design, construction administration, geotechnical, environmental, etc.), and/or geographical location pertaining to the overhead rate(s).

· Identify that Other Direct Costs (ODC) are consistently charged to all projects, and not just projects that reimburse for ODCs (i.e. computer costs, reproduction, equipment charges and vehicle usage).  Include an evaluation of the propriety and consistency of recording such costs in the accounting records.

· Describe how the company charges labor to all projects (i.e. actual, average, or standard hourly rates).

· Describe how and when variances are recorded if using other than actual labor costs.

· Explain the company’s policy and accounting practice as to paid vacation, sick leave and comp time.

EXAMPLES:

DESCRIPTION OF THE COMPANY AND ITS ACCOUNTING POLICIES

The Company's principal business activities are consulting engineering services.  The Company maintains its accounting records on the accrual basis for financial reporting, while using the cash method of accounting for income tax purposes.  The attached audited Schedule of Indirect Cost Pools has been prepared on the accrual basis.  The Company is organized under Subchapter S of the Internal Revenue Code, wherein all income and expense items are passed through to shareholders and reported on their respective individual income tax returns.

A. DESCRIPTION OF THE COMPANY AND ITS ACCOUNTING POLICIES (CONTINUED)

EXAMPLES (CONTINUED):

The Company has 10 offices in three states, with approximately 500 employees.  It engages primarily in civil engineering (highway design) and environmental studies.

The audited overhead rate is a unitary rate for all offices and both disciplines.  Direct project costs and allocated indirect costs are included in project cost records.

The Company has a job order cost accounting system.

The allocation basis for indirect costs is direct labor.  Direct labor of salaried employees is calculated using their standard hourly rate (annual salary/2080 hrs).

In-house costs such as computers, CADD, equipment, computer software programs, and corporate vehicles are included in the firm’s overhead rate.

The Company has separate expense accounts for sub-consultants, personal vehicle mileage, and reproduction costs that are project-related.  The Company maintains logs documenting direct project usage of certain reproduction costs.  These costs are charged at the following standard rates:

	Office Xerox copies
	$0.07 each

	Engineering Xerox copies
	Rates vary depending on copy size

	Kroy lettering
	$0.90 per foot

	Thermal plotter
	$0.90 per plot (24 in. x 36 in.)


Using these rates, the Company records direct usage costs by first charging the project, then crediting the indirect cost pool.  These charges are consistently made to all projects, regardless of whether or not they are billed to the client.   However, the above charges are not based on a detailed cost study, are not accumulated in a manner that allows the calculation of variances from actual cost, and the Company makes no periodic adjustments in the rates.

2. LABOR RELATED COSTS
A. PAID OVERTIME AND UNCOMPENSATED OVERTIME

Indicate where the premium portion of overtime pay is recorded in the cost accounting system.

Detail the consultant’s procedures for recording uncompensated overtime incurred by employees charging direct project time.  Provide an assessment of the materiality of any such uncompensated overtime.

EXAMPLES:

PAID OVERTIME

Overtime costs are incurred in meeting certain deadlines. If an employee is eligible for overtime, they have their choice of a cash payment equal to time and a half (premium portion), or compensatory time off at time and a half.  The premium portion of paid overtime is included in the indirect cost pool.

UNCOMPENSATED OVERTIME

The Company did not pay certain salaried employees for time worked in excess of 40 hours per week.  The time in excess of 40 hours was credited to the indirect cost pool.  The credited amount ($xx,xxx) consisted of hours worked in excess of 40, times the employee’s standard hourly rate.

B. HIGHLY COMPENSATED EMPLOYEES/OFFICERS

48 CFR 31.205-6(p) sets a specific dollar limit on the compensation (total compensation as defined in 48 CFR 31.205-6(a)) of "senior executives" (the five most highly compensated employees in management positions at each home office and each segment of the consultant).  If application of this regulation results in a reduction of allowable compensation, the effect on a consultant's overhead rate(s) must be disclosed.  However, due to the sensitive nature of this information, extreme care must be taken to protect the confidentiality of employees.

In addition, 48 CFR 31.205-6(b) requires that compensation for personal services paid or accrued to each employee must be reasonable for the work performed.  Special requirements apply to owners' compensation.  Provide a schedule for all employees of the Reporting Unit or any unit allocating costs to the Reporting Unit whose total compensation (paid and accrued) is $180,000 or more.  For such employees, include their title/position, ownership percentage, and total compensation (as defined in 48 CFAR 31.205-6(a)).

B. HIGHLY COMPENSATED EMPLOYEES/OFFICERS  (CONTINUED)
EXAMPLE:

The Company paid compensation to senior executives in excess of the 48 CFR 31.205-6(p) limit of $374,228 per person.  The total, which was adjusted to the Schedule of Indirect Cost Pools, amounted to $159,350.

In addition, the following confidential schedule lists total compensation for employees earning over $180,000:

	Description
	Position
	% Owned
	Total Compensation

	X
	President
	25%
	$500,000

	Y
	Exec. VP
	25%
	$300,000

	Z
	Senior VP
	1%
	$250,000

	6 Employees
	Sr. Engineer
	0.25%
	Mean of $204,500 (range from $182K to $227K)


C. PENSION FUND/DEFERRED COMPENSATION

If pension and/or deferred compensation costs (as defined by 48 CFR 31.205-6(j) and 31.205-6(k), respectively) are included in indirect costs, identify whether the plan(s) meet the above regulations and explain how the costs were determined (e.g. - cash contribution, stock or options to purchase stock of the consultant, assets other than cash). In regard to Employee Stock Option Purchase (ESOP) plans, identify the dollar amounts of principal, interest, and administrative costs of the contribution to the Employee Stock Option Trust (ESOT).

EXAMPLE:

The Company has a 401(k) pension plan, meeting the requirements of 48 CFR 31.205-6(j), to which it makes a cash contribution of 2% of employee salary per year.

In addition, the Company has a leveraged deferred compensation ESOP started in 1984.  The plan provides for cash payments of the appraised value of the stock (held by the ESOT for the employee) upon retirement, leaving the Company after 10 years service, or death.  Since CAS 9904.415(a)(3) has not been satisfied, the Company assigns the payments to the period in which the compensation is paid to the employee.

D. UNCOMPENSATED SICK LEAVE
Provide the consultant’s policy as to accounting for accrued sick leave upon termination.  Note – There might be a disclosure even though there is no adjustment..
EXAMPLE:

The Company incorrectly accrued sick leave costs that were earned during the period, and included them in the overhead  rate.  However, because sick leave is not paid to an employee upon termination, $4,200 of this cost was eliminated from the indirect cost pool.
E. CONTRACT LABOR
Provide the methodology used by the consultant to account for contract labor (not sub-contracts).

EXAMPLE:

The Company uses contract labor for engineering related services, and bills this labor as if it were for regular employees.  The Company provides office space, administrative support, and controls the contract laborers.  Therefore, contract laborers are considered employees, and their labor costs ($52,000 for the period audited) have been included in the direct labor base.
3. FACILITIES CAPITAL COST OF MONEY (FCCM)

Provide the cost-of-money rate, as calculated in accordance with 48 CFR 31.205-10.

EXAMPLE:

The cost-of-money rate has been calculated in accordance with 48 CFR 31.205-10, using average net book values of equipment and facilities multiplied by the average treasury rate for the applicable period.  Equipment and facilities include furniture and fixtures, computer equipment, vehicles, and leasehold improvements.  The calculation was made as follows:

	
	12/31/98

	Net Book Value of Corporate Assets
	$298,596

	Average Treasury Rate
	5%

	Computed Facilities Capital
	$  14,929

	

	Direct Labor Base
	$894,000

	

	Cost-of-Money Rate
	1.67%


4. RELATED PARTY TRANSACTIONS

Identify any related parties, and the amounts of required FAR adjustments [per 48 CFR 31.205-26(e) and 31.205-36(b)(3)].

EXAMPLE:

The Company rents one of its two offices from a shareholder.  The actual occupancy costs include interest expense of $140,500. The Facilities Capital Cost of Money for the shareholder totals $86,000, resulting in an unallowable amount of $54,500.  The rent expense recorded in the Company’s financial statements exceeds the owner’s actual occupancy costs by $10,000 (unallowable).  Consequently, rental expense has been adjusted downward by $64,500 to reflect the provisions of 48 CFR 31.205-36(b)(3).

The officers of the Company have personal usage of Company vehicles.  Amounts attributable to this personal use ($4,500 for 19xx) were disallowed.

5. OTHER MISCELLANEOUS DISCLOSURES (Note – Not meant to be all inclusive)

EXAMPLES:

DEPRECIATION

The depreciation reflected on the Company’s financial statements differs from that used and acceptable for federal income tax purposes. Since the financial statement amounts are lower than the amounts used for federal purposes, the amounts included in the Schedule of Indirect Cost Pools are allowable under 48 CFR 31.205-11(e).

HIGH OVERHEAD RATE (Note – Whatever is deemed to be the reason(s) for a high overhead rate should be disclosed,)

The Company’s adjusted overhead rate is 170%. As a matter of policy, the Company does not separate its environmental division from its design-related business.  The two operations share staff, marketing, accounting, facilities and other support functions. The high cost of liability insurance and monitoring equipment in the environmental division accounts for its higher indirect cost structure.  The effect of this policy is to provide government environmental contracts with a lower overhead rate than if it were treated as a separate discipline or line of business; conversely, governmental design contract rates are higher.

5. OTHER MISCELLANEOUS DISCLOSURES (CONTINUED)

EXAMPLES (CONTINUED):
RECONCILIATION TO FINANCIAL STATEMENTS
The attached Summary Schedule of Direct Labor, Allowable Indirect Costs and Overhead Rates [or whatever schedule is used] has been reconciled to the company’s audited financial statements for Fiscal Year ended December 31, 19xx.

SPECIAL TEST FOR JOURNAL- ENTRIED COSTS
The Company makes corrections to cost records using journal entries.  The company also distributes certain internal service costs, such as reproduction and printing, by journal entry. Journal entries were appropriate to the cost center, adequately documented, and there were no cost transfers from overspent to underspent projects.

MANAGEMENT CERTIFICATION

The President and Chief Financial Officer have certified in writing (copy attached) to the accuracy of the indirect costs, direct labor, and disclosures.

6. AUDITOR CONTACT
The auditor’s name, address, phone/fax numbers, and e-mail address are required.

EXAMPLES:

AUDITOR CONTACT

The person(s) to contact relative to this engagement is (are):

John Doe, CPA

C/O Department of Transportation
XXX  St.

City, State  Zip
Phone: (xxx) 555-1212

Fax: (xxx) 555-1234

E-mail: jcdoe@xxx.xxx
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